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owner of the building, but not of the 
land. State Directors, with the advice 
of the OGC will issue State Instruc-
tions to meet any other special re-
quirements needed to conform with the 
insurance requirements of the State to 
enable leaseholders to obtain property 
insurance for buildings which are secu-
rity for FmHA or its successor agency 
under Public Law 103–354 loans. 

(7 U.S.C. 1989; 42 U.S.C. 1480; 40 U.S.C. 442; 42 
U.S.C. 1480; 42 U.S.C. 2942; 5 U.S.C. 301; Sec. 
10 Pub. L. 93–357, 88 Stat. 392; delegation of 
authority by the Secretary of Agriculture, 7 
CFR 2.23; delegation of authority by the As-
sistant Secretary for Rural Development, 7 
CFR 2.70; delegations of authority by Direc-
tor, OEO, 29 FR 14764, 33 FR 9850) 

[41 FR 34571, Aug. 16, 1976, as amended at 41 
FR 49990, Nov. 12, 1976; 42 FR 33262, June 30, 
1977; 43 FR 56013, Nov. 30, 1978; 44 FR 45115, 
Aug. 1, 1979; 51 FR 17921, May 16, 1986; 54 FR 
35869, Aug. 30, 1989; 56 FR 6945, Feb. 21, 1991] 

§ 1806.3 Coverage requirements. 
The County Supervisor should en-

courage the borrower for his own pro-
tection to insure for their depreciated 
replacement value (actual cash value) 
all essential buildings. Essential build-
ings include the dwelling and any other 
buildings that are necessary for the op-
eration of the property or that provide 
income to assure orderly repayment of 
the loan. If insurance is for less than 
the depreciated replacement value of 
all essential buildings, the County Su-
pervisor will see that the coverage is 
obtained on one or more of the most es-
sential buildings. The minimum 
amount of coverage will be furnished as 
prescribed below: 

(a) Loans secured by a first lien. (1) 
When the unpaid balance of the FmHA 
or its successor agency under Public 
Law 103–354 loan secured by a first lien 
is equal to or greater than the depre-
ciated replacement value of the essen-
tial buildings, or the cost of adequate 
essential buildings which can be con-
structed for amounts less than the de-
preciated replacement value of the ex-
isting buildings, the essential buildings 
will be insured, to the nearest multiple 
of insurance that is available, for the 
lesser of (i) their depreciated replace-
ment value, or (ii) the cost of con-
structing adequate essential buildings. 
For example, if insurance is available 
in only multiples of $1,000, the min-

imum insurance required on an essen-
tial building valued at $6,600 would be 
$7,000, and that required on an essential 
building valued at $6,400 would be 
$6,000. 

(2) When the unpaid balance of the 
loan is less than the sum of the depre-
ciated replacement value of the essen-
tial buildings to be insured, the total 
amount of insurance must be at least 
equal to the lesser of (i) the unpaid bal-
ance of the loan, or (ii) the cost of ade-
quate essential buildings which can be 
constructed for amounts less than the 
depreciated replacement value of the 
existing buildings to be insured. 

(3) When, by the use of loan funds or 
otherwise, buildings are erected or sub-
stantial improvements are made to es-
sential buildings, the amount of insur-
ance will be adjusted in accordance 
with paragraphs (a)(1) or (2) of this sec-
tion, whichever is applicable. 

(b) Loans secured by other than first 
liens. The amount of insurance on 
buildings in the case of FmHA or its 
successor agency under Public Law 103– 
354 loans secured by other than a first 
lien will be the same as required in 
paragraph (a) of this section, with the 
understanding that the unpaid balance 
of the loan will be deemed for this pur-
pose to be the amount of the total real 
estate mortgage indebtedness owed all 
prior mortgagees named in the mort-
gage clause, plus the debt to the FmHA 
or its successor agency under Public 
Law 103–354 which is secured by real es-
tate mortgage. 

(c) Exception of buildings from insur-
ance. (1) Insurance will not be required 
on a building: 

(i) That is not essential. 
(ii) In such a state of disrepair that 

the cost of insurance would be prohibi-
tive. 

(iii) Which has a depreciated replace-
ment value of $2,500 or less. 

(iv) Which is being or has been re-
paired with a section 504 loan of $7,500 
or less. Families receiving section 504 
loans should be encouraged but not re-
quired to carry insurance on their 
home. 

(v) On LH security property which 
was not built or repaired with FmHA 
or its successor agency under Public 
Law 103–354 loan funds provided that 
the State Director determines that the 
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land and other structures adequately 
secure the FmHA or its successor agen-
cy under Public Law 103–354 loan and 
any prior liens. 

(vi) On which the hazards are so 
slight because of the character and 
construction of the building, or the 
cost of the insurance is so high in com-
parison with the value of the building 
that, according to common standards 
of judgment, it should not be insured, 
including but not limited to windmills, 
silos, and fire-cured tobacco barns. 

(vii) In cases where the unpaid bal-
ance of the FmHA or its successor 
agency under Public Law 103–354 loans 
and any prior liens have been reduced 
to $2,500 or less, property insurance 
need not be required if the borrower 
wants to discontinue it, provided the 
County Supervisor determines that the 
value of the land security itself is suffi-
cient to protect the FmHA or its suc-
cessor agency under Public Law 103–354 
in its collection of the amount of the 
outstanding indebtedness. 

(viii) If insurance for windstorm and 
hail to meet all FmHA or its successor 
agency under Public Law 103–354 re-
quirements is not available in a hurri-
cane area, the County Supervisor may 
accept from the borrower or applicant 
the windstorm and hail insurance pol-
icy that most nearly conforms to 
FmHA or its successor agency under 
Public Law 103–354 requirements. If 
such an exception is made, the situa-
tion should be fully documented in the 
borrower’s case file. However, if the 
best insurance policy a borrower or ap-
plicant can obtain at the time he re-
ceives a loan contains a loss deductible 
clause for windstorm and hail damage 
exceeding $250 or 10 percent of the ac-
tual cash value of the buildings, which-
ever amount is greater, the insurance 
policy, with an explanation of the rea-
sons why more adequate insurance is 
not available will be submitted to the 
State Office for prior approval. 

(2) [Reserved] 

[41 FR 34571, Aug. 16, 1976, as amended at 56 
FR 6945, Feb. 21, 1991] 

§ 1806.4 Examining and general serv-
icing of insurance. 

(a) Examination by county office of 
policies, endorsements, binders, and other 
evidence of insurance. Upon receipt in 

the County Office of a policy, endorse-
ment, binder, or other evidence of in-
surance, submitted by a borrower, it 
will be examined promptly for compli-
ance with the requirements of this In-
struction. If the evidence of insurance 
is found to be acceptable, it will be 
placed in the borrower’s case folder. 

(1) Unacceptable policies. (i) When the 
borrower furnishes any policy or other 
evidence of insurance which does not 
meet the requirements of this Instruc-
tion such policy or other evidence of 
insurance will be returned to the bor-
rower with the reasons why it is not 
acceptable. 

(ii) If the borrower does not furnish 
acceptable insurance by the date the 
previous policy expired or was can-
celed, the County Supervisor will pro-
ceed as provided in § 1806.6. 

(2) Expiration Records and Notices. 
(i) In cases other than those involv-

ing FP or section 502 RH borrowers, the 
County Supervisor will notify the bor-
rower of the expiration of his insurance 
at least 30 days in advance of such ex-
piration unless he has received written 
evidence that the insurance has been 
renewed. 

(ii) FP and Section 502 RH borrowers 
will be informed during the tenth 
month after the date of loan closing of 
their responsibility to carry insurance. 
Form FmHA or its successor agency 
under Public Law 103–354 426–4 will be 
sent to these borrowers, regardless of 
whether there is evidence that the in-
surance has been renewed. Thereafter, 
the County Supervisor will not be re-
quired to further determine whether 
the borrower has adequately main-
tained insurance; however, if a further 
notice of expiration is received in the 
County Office, the County Supervisor 
will again notify the borrower by using 
Form FmHA or its successor agency 
under Public Law 103–354 426–4 of his re-
sponsibility. 

(3) Release of mortgage interest. When 
the borrower’s loan has been paid in 
full and the satisfaction or release of 
the mortgage has been executed, the 
County Supervisor or his delegate will 
execute the following Release of Mort-
gage Interest on the mortgage clause 
attached to the policy or other evi-
dence of insurance and transmit it with 
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